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SUBJECT: Effects of Loss of Cuban Suger on Free World Sugsr Market 


Declining sugar stocks and rising prices are of growing concern 
to consumers end importing nations througnoyt the Free Worid. This 
paper analyzes the magnitude of the problem and its relationship to _ 
reduced shipments of Cuban sugar to Free World markets and the loss 


of Cuban reserves. 


ABSTRACT 


The drastic reduction in shipments of Cuban sugar to 
Free World markets in recent years togetner with rising con- 
sumption are rapidly exhsusting previously large Free World 
stocks. Sugar prices, already more than 7 cents per pound 
in April of this year compared with 3 cents last summer, are 
Likely to increase even further unless supplies are 
increased during the next crop. yeer. 


Rapidly rising sugar prices reflect the fact that two. 
thirds of all exports are sold widsr special asreements, 


leaving the 
price-wise, 


remaining 6 million tons of ‘free sugar to respond, 
to market factors cf suvply end demand. The Loss 


of Cuban stocks which, prior to 1960, were availebis in the 
event of shortages, nas increased the tendency to price 


instability 


in the Free World. 


Cuban exports--stili roughly one-third of the world 


total-~-have 


increased by about 3.4 million metric tons to 


the Sino-Soviet Bloe but have declined by about 3.1 million 

to Free World markets between 1959 and the last two years (1961-62). 
Lerger shipments from the Soviet Bice to the Free World 

heve made up only about 700,000 tons of this loss. During 

the same period annuel Free World consumption has iacreased 

by about 3.5 million metric tons, but output has expanded 

only moderately. . 
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Turther upvard movements in sucer prices during the 
1963-6 crop year may be avoided if Free World supplies are 
inereased by at least 4 million metric tons, or eabcut 10 
percent above this year's availabilities, from either 
greater production or larger purchesss from Communist 
countries. Although the USSR and, to an even greetcr extent, 
Communist China, could utiliz2 more Cuban sucar, the present 
Soviet policy appears to involwe avoidance of dependence 
on foreign sugar, wnile Chin: iecks the foreign exc hanse 
for increased imports. Inized the VESR σὰν even sell 5055 
of its surplus suger stocks of a militon or more tens to 
the Free World through Europ2an Bloe countries which have hed 

exp2rience in the world sugar market. Moreover, the Soviets 
seen cager to have greater quantities of Cuban susar 
marketed in the Free World. However, Cuba‘s export 
eavailcbilities are declining as a result of decreasing 
proiuction due to the agricultural diversification progran, 
miccnneserent, and the dieruption of the lebor force. 
Although recent unverified reports from sugar brokers and 
Cuben refugees predict a 1963 output of 3.5 million metric 
tons, or even less, information available as of early April 
1963 indicetes that, barring unfavorable weather or other 
advers2 developre nts, Cuba’s sucer production this yeer 
should be approximately 4 million matric tons, as 

commered with 4.8 million lest year 


Although the Free World bas the capability of fully 
replecing Cuben supplies cver 8 terioid of time, high suger 
prices may be expected to prevail’ in the interim. A con- 
comitent benefit of this situation will..be an increase in 
foreign exchange receipts by Free / World. sugar exporting 
eounvriés. 


The four-year rise in total Free World sugar stocks, which began 
in the 1957-58 crop year, reached a high point of 9 Hallion metric tons 
in 1961 and stocks have bsen declining ev2r since.c/ It is estinated 


stock draw own has en réflested in the rapid rise in the free rarket, 
price of sugar from spout 3 cents per pound during the period 1959 to 
fucust 1962 to over 7 cents per pound in April, 1963. 


that alnost 40% of these re had bzen consumed by March 1963. -This 
ef 


L/ Includes Cuban stocks in 1957-58 but not in 1961. Current Cuban stocks 
are believed to be négligible. 
Limited Official Use 
No Foreign Dissen, 


Limited Official Use 
-3- 


The repid reduction of sugar stecks ia the Free World has resulted 
from rising consumption of sugar together with the decline in supplies. 
Smaller supplies are attributable to (1) decreased imports from Cuba 
due to lower sugar output and diversion of exports to the Communist 
world, (2) the reduction in Free World sugar proluction and exports 
a& 8 consequence of a five-year period of very low prices and (3) bad 
weather in the 1962-63 crop year, particularly in Western Europe. 


The diversion of Cuban sugar from Free World markets since 1960 
has been spectacular--shipments declirei from 4.8 million metric tons 
4n 1959 to ebout 1.5 million in 1961 and 1962. (Table 1.) Although 
Cuban shipments to the Commimist Bloc have been pertly offset by 
increased exports to Free World countri¢e from the Bloc (either by 
transshipment or by direct exportation), the shift in Cuban sugar vice 
‘brade.bas led toa . net loss of at least 2.7 million netric tons to 


the Free World's annual’sugar supplies between 1959 and 1962. During -. 


the same ‘period Free World effective Gemend increased by an estimated 
3-2 milljon tons (Table 2). 


The bumper world sugar crop of 1960-61 served to mask both 
the effects of diminishing sales from Cuba and the inevitably - 
depressing impact on planned production of rising stocks’: 
end low free market prices. However, tlic failure of the Free ‘World 
to increase sugar output rapidly enough in 1961-62 to meet rising 
denand and to offset reduced supplies from Cuba resulted in a con- 
tinuous decline of stocks which has not yet ceased... The response 
of free market prices to changes in output and in stocks is shown 
by the data in Table 2. It will te noted that prices do not rise 
until casily available stocks have been brought down. This 
phenomenon occurred in 1957 as well as in 1963.. In both instances 
current supplies ran well below demand before prices rose. It is 
believed that price riees during the past 6 months were accelerated 
by erratic factors such as strikes in the Dominican Republic and 
administrative difficulties in Philippine sugar production which 
reduced sugar supplies from these countries. 


The extreme fluctuations in the free market price of sugar result 
from several factors: 


1. Orly about one-third of the sugar moving in world 

trace is sold on the open market. The other two-thirds is 

’ sold at previously contrected prices, under miltileteral 
and bilateral agreements. As a consequence the total adjust- 
ment of sugar prices to changes in eupply must be effected 
through the market price of only one-third of the sugar 
traded. This tends to greatly exaggerate price fluctuations 
of free market sugar as compared with the price responses to 
be expected if all of the sugar were freely traded. 
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2. Sugar has a very low price elasticity of demand. As 
the standard of living of a sugar importing country rises, the 
demand tends first to increase repidly, and then to stabilize. 
At any given income level, hovever,. the demand for sugar is very 
insensitive to price changes. The low price elasticity of demand 
and the instability of prices in response to crop yields are the 
leading reasons for the wide prevelence of agreements and 
unilateral controls which fix the prices of two-thirds of the 
international sugar trade. 


3. The above-mentioned tendencies toward instability 
in the free market price of sugar have now been ragcaified by 
the loss of Cuban sugar stocks, some of which were U.S. owned, 
end all of which were readily availabie in the event of 
shortages in current production. For example, in the crop 
years 1950-51 through 1954-55, total Free World stocks averaged 
5 million metric tons of which 244, or 1.2 million represented ὁ 
Cuba's share. In March 1963 total world stocks were estinatéd 
at about 5.5 million metric tons but only very small amounts 
are likely to be drawn dom to meet import requirements of 
other countries unless there is further significant increase 
in prices. - 


Total new sugar supplies for the Free World are estimated at 38.1 
million metric tons.forthe crop year 1962-63 as compared with 38.2 million 
in 1961-62. Output is to increase by only an estimated 300,000 metric 
tons, not quite enough to compensate for reduced imports from Cuba and 
other Bloc countries between these two years. The short~fall as compared 
with F.ee World consumption may be as mich as 3.4 million metric tons by 
mid-1963, the end of the current crop year. Stocks were not reduced in 
1962 es mich as would have been expected from consumpticn trends because 
many producing countries holé sugar fcr export rether than consume. it’. 
when prices are rising. Actual consumption was thus héid down. Free 
World consumption in 1963, however, is expected to be well above the 
1962 level unless prices to consumers rise to very high levels. 


The drein on sugar stocks will thus continue at least until the 
1963-64 production comes on the market. This does not mean a chronic 
shortage of sugar is to be anticipated. The output of eugar in many 

countries, like the percentage of the crop exported, will be etimulnrted by 
high prices, provided weather conditions are favorable. In the Long run, 
the suger production potential of the Free World is more than adequate to 
meet requirements atreasanable prices without eccess to Cuban supplies, 
assuming that storage facilities are constructed to replace those 
previously provided by Cuba. This does not preclude the possibility, 
however, Of a short-term sugar shortege and further price increases during 
the next year. 
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Possible Short-term Suear Crisis 


A very serious, “temporary sugar crisis may develop if Free World 
supplies are not increased substantially during the crop year 1963-64. 


Free World sugar stocks which stood at 7.2 million metric tons in 
1962 may well decline to about 3.8 million before the 1963-64 crop_starts to 
come on the market. If Free World preduction were not increased in 
1963-64 above the 1962-63 level, the shortfall could deplete stocks 
entirely. The average annual increase in Free World sugar consumption 
is estimated at close to 1.2 millior metric tons which would result 
in a theoretical deficit of 4.6 million for the year. 


Long before stocks were exhausted, prices would have climbed 
extremely rapidly. To avoid this situation, Free World sugar 
stocks would have to be kept no lower than their anticipated 1963 level. 
This would necessitate an increase in Free World sugar preduction of 
. at least 4 million metric tons, or about 10%, above 1962-63, assuming 
no increased Free World procurement from Cuba and the Soviet Bloc. 
Rebuilding stocks to the 1962 level of 7.2 million tons που] ἃ require 
an increase in production of ‘almost 8 million tons (over 20%) in 1963-64. 
Since such a large increase in profuction its unlikely in one year, 
high sugar prices may be expected to prevail for several years. To 
make the Free World independent of Cuban and Soviet Bloc supplies 
would require an increase in output of about 7 million metric tons 
per year (almost 20%) in order to avoid further stock drawdown. 
This compares with a 4 miliion ton increase if purchases frem 
Communist countries continue at their present lavel of about 3 million 
tons. Soviet data indicate USSR sugar reserves of about 4.3 million 
metric tons as of the end of 1962, ecupered with only 2.4 million 
at the end of 1958. This would suggest that the Soviet Union could 
easily make availeble tc the Free World a million or wore mtric 
sons Of sugar in any nanner it considers aavantagecus. The existence 
of this level of sugar stocks has not been confirmed, however, and 
it is possible that 11 is being sxagserated for propaganda purposes. 
The following tahuletion-srows estimates of Scyviet apparent 
consumption, reported stocks ani implied actual consumption of 
sugar for the period 1959-62: . 


Apparent ____ Report)ea Stocks Implied Actual 
Consumption End of Uneuse Consumption 


͵ 
Previous veare/ During Year _ 


(in millions of metric tons, 
"refined pasis2) 


1959 6.1 2.4 ~ 0.6. 5.5 
1960 “6,2. 3.0 ~ 0.2 6.0 
1961 8.3 3.2 ἐφ 1.2 Tel 
1962 7} 4h - Ost 7.5 
1963 -- L632 -- -- 


a/ Pased on Soviet data. Some U.S. estinsites sugeest Soviet stocks mey be 
even larger. 
b/ Abeut Sp less thon rew sugar equivalent. 
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Recent reports indicate that the USSR may be preparing to increase 
ts seles to the Free World by indirect transections through the European 
Bloc countfies (e.g. Poland and Czechoslovekie) which have experience in 
exporting sugar to Free World markets. There are also well confirmed 
reports that the USSR is encouraging Cuba to mrket more of its sugar in 
the Free World. The probabilities of increased supplies of Communist 
produced sugar may serve as some protection against a serious sugar 
snortage in the Free World in the next two years. 


Geographical Shifts in Production and Imports 


Aside from inadtquate total sugar production, the Free World suger 
rarket has had to adjust in 1962-63 to a changed geographical pattern 
of production. Total sugar production in the Free World in 1962-63 is 
300,000 metric tons above the previous year's level. However, production 
is. smaller by 100,000 metric tons in the Western Hemisphere and 
400,000 in Western Europe while that of Africe, Asia and Oceania is 
800,000 metric tons greater (See Table 3). Oceania is providing 
500,000 tons of the increase. 


Details of the pattern of world trade in sugar in the crop year 
1962-63 are not yet complete. During this pericd Western Europe is 
expected to purchase about 4.2 million metric tons, compared with 3.9 
million in calendar year 1961, to make up for the decline in local 
cutput. Japan, whose foreign purchases are rising at a rate of about 
160,000 metric tons annually, will probably import abcut 1.4 million 
tons during the 1962-63 crop year. 


Impact of Loss of Free World Control of Cuban Sugar 


Although the world price of sugar would ultimately have had to 
rise to stimulate output, Free World stocks would not have been reduced prior 
to the 1962-63:.crop year if Cuba had not defected to the Communist Bloc. | 
Had Cuba continued to furnish average annual supplies of oniy 300,000 
metric tons of sugar to the Bloc, as it did prior to 1960, and even if 
growing demand for sugar within the Bloc had wiped out its net exports 
of sugar, the Free World sugar position would have been epproximately 
as follows: 


17) indian production wouid have incrsesed by more than 100,000 metric 
tons between 1961-1962 ami 1962-1963 if it had not been restricted 
by the government because of low prices. ° 
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Crop Year Hypothetical Supply Consumption Hypothetical 
from Current Producticn Change 1 Stocks 
Yee 
1959-1960 10.0 38.3 8) 4 1.1 
1960-1961 42.9 39-1 8) / 3.8 
1961-1962 40.6 40.3 af { 0.3 


s/ Assumes 3% increase in consumption per year. Excludes Cuban consunption 
‘since 1960-61. 


Comparison of the hypothetical supply and stock change data in tne 
preceeding tabulation with the actual Free World situation shown in 
Table 2 indicates that the sugar price rise began -in 1962 only 
because the loss of Cuba's sugar to the Free World had already begun 


to reduce Free World stocks. 


In the years imnediately before the Cuban revolution, Cuba's sugar 
production was about 12 to 13 percent of total world output and its 
exports were over one-third of the world total (Table 4). Of equal 
importance with Cuba's sugar production were its storage facilities 
which contained a reserve of suger readily available in years when 
production was low. These facilities have been lost to the Free World 
and have not been replaced in the U.S. or elsewhere in the Western - 
Femisphere. The possible depletion of stocks and the need for the 
U.S. to purchase substantial emounts of sugar at high free market 
trices may create serious difficuities in the administration of the 


U.S. Sugar Act. 


The absence of the large Cuban reserve of sugar supplies in 
the Free World is forcing a greater dependence of sugar impcerting 
countries on many smaller suppliers, or alternatively, the production 
of a larger portion domestically. Japan's negotiation of sugar import 
egreements with many producing countries is considered one of the 
factors causing unusually rapid free market price increases in 
recent months. The purchase by the United States of Mexico's sugar 
reserves may also have had its effect on prices. Moreover, many 
Central American countries are loath to increase their output to 
replace Cuban production because of uncertainties as to the stability 
of world prices and the demand for their additional output. In view 
of the possible re-entry of Cuba into the market, these countries 
are seeking firm purchase contracts as a precondition for increasing 
their sugar production. On th: other hand, present high prices and 
price uncertainties will doubtless stimulate Europe once more to 
increase its sugar output for domestic consumption. 
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y..sult of the diversicn of Cuba's sugar has been to provide 

Ξ ara its Βῆο: with severz1 million tons of adiitional imported 

sugar annually for their demestic vs2. Although the Bloc can meet its 

om risinc exvgar needs from indigenous output, the most productive 

suzvar lena in the USSR is already utilized. Furthermore, the USSR 

hes inadequate fertilizer supplies for its present rate of agricultural 

expension; and sugar beets require heavy fertilization. For these 
asons accessibility to Cuban suzar may be more imcortent to the 

UesR in the future than at present. Since present Soviet policy 

appears to be based on the avoidance of cepenienc 55 on foreign sources 

for sugar, however, the USSR is not attempting to increase its 

purchases from Cuba but is encouraging further shipments to the 

Free World. Slightly more than a million tons of Cuban sugar were 

shipsed to various non-Bloc countries in 1962, chief of which - 

vers Japan (430,CO0 tons), Moroceo({265,000), and Egypt (over 100, 000). 


Cube has an egreement to export one million metric tons of suger 
annually to Commmist Chine. This egresmint is being carried out, and 
in return China is supplying rice, other preducts and perhaps some foreign 
exchang? remittances in settlement. As it develops economically, 
China will have a huge povsntial for sugar consumption. Its purchases 
of sugar would apparently increase even now if it had more foreign 
exchange aveileble 


Cuten sugar output is declining aad thus total exports may be 
expected to fall during 1563. Although final Cuban production figures 
will mot be available until after the end of the crop year, in mid- 
1963, production will vortainly be vell below the 1962 level of 4.8 
Million metric tons. U.S. estimates mad* during March placed 
Cube's suger production in the current crop year in the range of 
3.8 to hk. S million metric tone, but subsequent April estimates 
inéicate a snaller output ranging from 3.6 to 4.1 million metric 
tons. The March estimate of 4.2 million tons is shown in the tables 
of this réport, since figures for other ersas of the world are those 
available as of that month. 


The present decline in Cuba's sugar output is variously escribed 
to the agricultural diversification prosram, weather conditions, 
agricultural mismanagement, and labor shortages dus to economic and 
politicel Yactore. Althoush recent reports from Cuban refugess 
and other intelligence cources estimates thie year’s production as 
low as 3.5 million tons, sugar proiduction trends for the last two 
months indicate that, if weather or other factors do not interfere, 
Cubats sugar output in 1963 should be eppr COR imately 4 million tons. 
However, excessive reins during April ani Mey, the early onset of 
the rainy season, or inefficiensy in harvesting could bring production 


well below 4 million tons. 
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When once the Free World has adjusted its production cf suzar 
end the control of sugar stocks to take account of the loss of Cuban 
cupplies, attempts by Cuba to re-enter the Free World market with 
export surpluses of the order of the previous volume of 5 million or 
more metric tons of sugar per year would bring about a collapse of 
prices and difficulttes for high cost producers who head expanded output 
for the rree market. Further reductions in Cuba's suger output which 
might result, for example, from greater diversification of its 
egricuiture, would ease the problem of the coumtry's reabsorption into 
an orderly Free World market. 
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Table 1. Exports of Centrifugal Sugar from Cuba to Free Worid and Sino- 
Soviet Bloc and Net Exports from Bloc to Free World, 1959-62. - 


(in millions of metric tons ox ray sugar and raw suger equivalent) 


1959 1960 1961 1962 
A. Total Cuban Exports Lg 526 6.3 5.2 
1. To Free World 4.6 3.3 1.5 est.1.5 
1. To Sino-Soviet Eloc 

USSR 0.3 1.6 3.3 est.2.1 
European Bloc | none 0.2 0.5 0.6 
China _hone 065 1-0 1.20 
Sub-total to Bloc 0.3 2.3 | 4.8 3.7 

B. Net exports from Sino-Soviet 
Bloc (except Cuba) to Free World 1.1 1.1 8.1 es8t.1.5 
C. Total Exports to Free World 567 εν 3.6 est.3.0 


from Sino-Soviet Bloe and Cuba 
(A.1 plus B) 


né - Not available 


est.- Estimates based on incomplete or approximate data, but probably accurate 
within 100,000 metric tons. ᾿ 
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TABIE 2, FREE WORLD SUPPLIES, CONSUMPTION, AND CES OF CENTRIFUGAL STIGAR 
"1954-1955 to 1962-1963 8 
(in millions of metric tons of raw sugar and raw sugar equivalent) 


ce Crop Year Production Plus Net Consumption Apparent Changes Average World Frice 
Year Months quports from cube gad fn Stocks c/ “Calendar Anount 
Year _—(cents/3b) 
Dheel.G55 Sept~Sept. 32.3 31.9 £04 1955 3.22 
55-1956 Sept-Sept 32.0 ' 33.7 - 1,7 1956 3.47 
56~1957 Sept-Sept ᾿ 33.4 34.4 - ~ 1,0 1957 5.16 - 
57.1958 May-NMay “36.4 36.0 £ 0.4 1958 3.50 
36-1959 - τ ΜΕ Ὁ 39,8 37.2 £ 2.6 1959 2.97 
59. 1960 /  Mey-Mey 39.2 (38.3)% = κο.9 1960 3,10 
5001961 May~May 40.3 (39.1) o/ £12 1961 2.92 
51-192 May-May | 38.2 (40.3) @/ -2.1 1962 2.89 
52-1963 May~May 38.1 e/ (42.5) a/ - 3.4 1963 (Mar.) 6.60 


Figures are latest available but are subject to revision on tasis of surveys and studies now under way. 
Imports from Cuba included and Cuban production excluded beginning in 1960-61, 

Apparent stock changes differ from actual stock chanres published by U.S. Department of Agriculture 
because the latter's figures (1) cover varying twelve-month periods for different countrics, 

(2) exclude stocks in about 25 small countries and (3) reflect actual consumption (see footnote ἃ) below.). 


Consumption since 1959-60 hes been estimated to increase by 34 per year, since actun] consurmtion data ᾿ 
for all Free World countries, are not available. Cuban consuption in 1960-6l-and-later years is excluded. 


Estimate based on latest forecest, 
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Table 3. Production of Centrifugal Sugar by Geographic Area, 
| 1961-62 and 1962-63 «7 


(in millions of metric tons, raw basis) 


Area . 1961-62 _ 1962-63 Increase (2) 
. ΝΕ or Decrease (-) 


Free World - 


North and Central America 9.2 | 9.0 “ 0.2 
South Anerica : 6.3 64 0.1 
Sub-totel Western Hemisphere 7 15.5 ᾿ σοὶ - ΟΟἹ 
Western Europe Te6 7.2 - 0.4 

Africa 2.7 2.9 ΕΝ 
Asia . 7.5 ες 1.6 ἐέ0.1 

| Oceania aS a a ce 

Sub-total Africa, Asia and . _ ον ες 

Oceania 1167 "12.5 ἐ ο.8 

otal Free World ΝΞ ΕΣ - 35.1 ἐ 0.3 


| Sino-Soviet Bioc 


Soviet Union 6.6 6.4 - 0.2 
European Satellites 4.3. 3.9 - Ok 
Cubs 7 LB ne - 0.6 
Commnist China 0.9: 0.9. none 
Total Sino-Soviet Bloc | 16.6 15.4 - 1.2 
Grand Total Ὁ | ΝΣ 51.4 50.5 - 0.9 


a/ Based.on-estimstes made? in: midsMareh 1963.0: Subsequent estimates Place productic 
‘atiabouti ids; ππὰ. 1} 105" τς tric.tons. 
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